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 DIRECT TESTIMONY OF STEPHEN J. BARON 
 

I.  QUALIFICATIONS AND SUMMARY 1 

Q. Please state your name and business address. 2 

A. My name is Stephen J. Baron.  My business address is J. Kennedy and Associates, 3 

Inc. ("Kennedy and Associates"), 570 Colonial Park Drive, Suite 305, Roswell, 4 

Georgia 30075. 5 
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 1 

Q. What is your occupation and by who are you employed? 2 

A. I am the President and a Principal of Kennedy and Associates, a firm of utility rate, 3 

planning, and economic consultants in Atlanta, Georgia. 4 

 5 

Q. Please describe briefly the nature of the consulting services provided by Kennedy 6 

and Associates. 7 

A. Kennedy and Associates provides consulting services in the electric and gas utility 8 

industries.  Our clients include state agencies and industrial electricity consumers.  The 9 

firm provides expertise in system planning, load forecasting, financial analysis, cost-10 

of-service, and rate design.  Current clients include the Georgia and Louisiana Public 11 

Service Commissions, and industrial consumer groups throughout the United States.  12 

 13 

Q. Please state your educational background and experience. 14 

A. I graduated from the University of Florida in l972 with a B.A. degree with high honors 15 

in Political Science and significant coursework in Mathematics and Computer 16 

Science. In 1974, I received a Master of Arts Degree in Economics, also from the 17 

University of Florida.   18 

 19 

 I have more than forty years of experience in the electric utility industry in the areas 20 

of cost and rate analysis, forecasting, planning, and economic analysis. 21 
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  1 

 I have presented testimony as an expert witness in Arizona, Arkansas, Colorado, 2 

Connecticut, Florida, Georgia, Indiana, Kentucky, Louisiana, Maine, Michigan, 3 

Minnesota, Maryland, Missouri, Montana, New Jersey, New Mexico, New York, 4 

North Carolina, Ohio, Pennsylvania, South Carolina, Texas, Utah, Virginia, West 5 

Virginia, Wisconsin, Wyoming, the Federal Energy Regulatory Commission and 6 

in United States Bankruptcy Court.   7 

 8 

 A complete copy of my resume and my testimony appearances is contained in Baron 9 

Exhibit__(SJB-1). 10 

 11 

Q. On whose behalf are you testifying in this proceeding? 12 

A. I am testifying on behalf of the Office of the Attorney General of the Commonwealth 13 

of Kentucky (“AG”) and the Kentucky Industrial Utility Customers, Inc. (“KIUC”), 14 

though certain parts of my testimony are on behalf of only KIUC.  Specifically, I am 15 

testifying on behalf of both the AG and KIUC on net metering issues.   16 

 17 

 I am testifying on behalf of only KIUC on the following issues: 1) class cost of 18 

service, 2) the allocation of the overall revenue increase among rate classes; 3) Rate 19 

TODP and Rate RTS rate design and 4) a proposed economic development rate for 20 

the coal industry.  21 
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 1 

Q. Have you previously testified in KU and LG&E rate proceedings before the 2 

Kentucky Public Service Commission? 3 

A. Yes.  I have testified in 18 KU and LG&E cases since 1981.   4 

 5 

Q. How have you organized your testimony with regard to LG&E and KU issues? 6 

A. First, as I indicated, a portion of my testimony is on behalf of both the AG and KIUC.  7 

This joint AG-KIUC testimony will be in Section II of my testimony.  The remaining 8 

portion of my testimony, Sections III, IV, and V is only on behalf of KIUC. 9 

 10 

 For many of the issues that I will discuss, I present common testimony that is 11 

applicable to both LG&E and KU.  However, since the revenue requirement requests 12 

and the specific cost of service study results for LG&E and KU rate classes are 13 

different, I will be presenting separate analyses and discussions of the results for each 14 

Company. 15 

  16 

 For the purposes of organizing my testimony, when I am discussing an issue that is 17 

common to both LG&E and KU, I will refer to these companies as “the Companies.”  18 

For a specific LG&E and KU issues I will refer to each Company by name (LG&E or 19 

KU). 20 

 21 
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Q. What is the purpose of your testimony? 1 

A. I present testimony on the Companies’ proposed modifications to the net metering 2 

tariff, primarily focusing on the proposal to modify the price that the Companies pay 3 

for excess solar energy that net metering customers export to the grid.  I also testify 4 

on issues associated with class of cost of service, the allocation of the authorized 5 

revenue increase to rate classes and TODP and RTS rate design.  Finally, I present a 6 

proposal to implement a special rate for large customers in the coal extraction and 7 

processing industry. 8 

 9 

 With regard to the net-metering issue, I discuss the Companies’ proposed changes to 10 

their net-metering tariffs and provide support for their proposals. 11 

 12 

 With regard to class cost of service, I discuss the Companies’ proposal to once again 13 

use the Loss of Load Probability methodology (“LOLP”) and explain why this method 14 

should not be adopted by the Commission.  The Companies’ have filed a 6 CP class 15 

cost of service study (“CCOSS”) which I believe provides a more reasonable method 16 

to allocate production demand costs among the Companies’ rate classes.  I also will 17 

propose an alternative allocation of the approved revenue increase to each rate class 18 

which considers the “nature” and “purpose” for which utility service is used as 19 

authorized by KRS 278.030(3).  The Companies’ have proposed a uniform percentage 20 
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increase to each rate class.  I will discuss and recommend an alternative approach that 1 

addresses the subsidies paid by energy intensive industrial manufacturers.    2 

 3 

 With regard to rate design issues for Rates TODP and RTS, I will discuss the 4 

Companies’ proposal to substantially increase the energy charges of these rates, 5 

relative to the demand charges.  All else being equal, this has the effect of substantially 6 

burdening large, high load factor customers on any given rate schedule.  I will discuss 7 

the disparity between the level of variable production costs incurred by the 8 

Companies, compared to the proposed energy rates for these two rate schedules and 9 

recommend that the current energy charges not be increased in this case.  Any revenue 10 

increases for these two rate schedules should be applied to the demand charges of the 11 

rate. 12 

 13 

 Finally, I will present a proposal to implement a Coal Mining Economic Development 14 

Rate for customers in the coal mining and processing industry in Kentucky.  My 15 

proposal is intended to incentivize increased coal production in Kentucky.  These 16 

customers have experienced, and will continue to experience, severe economic 17 

dislocations that impact the Kentucky economy, jobs and the lives of thousands of its 18 

citizens.   19 

  20 

Q. Would you please summarize your testimony? 21 
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A. Yes.  I recommend and conclude the following: 1 
 2 

 The Companies’ proposed modifications to its net metering tariff should 3 
be accepted by the Commission.  The current rate that the Companies are 4 
paying for net, exported excess solar generation pursuant to Rider NMS-1 5 
is too high and results in subsidies of net metering customers by non-6 
participating customers.  The Companies’ proposed Rider NMS-2 7 
provides a reasonable rate for exported excess solar generation. 8 
 9 

 The Companies’ proposed LOLP cost of service methodology should not 10 
be adopted by the Commission.  This methodology has not been adopted 11 
by any other regulator.  It relies on projection of 8,760 hours of load data 12 
for each of the 16 KU rate classes and 15 LG&E rate classes (over 130,000 13 
individual kW demands projected 18 months into the future).  It is overly 14 
data intensive, especially for use in a projected test year.  This raises 15 
reliability issues with the study results.   16 
 17 

 The Commission should rely on the 6 CP cost of service study also filed by 18 
the Companies in this case.  The 6 CP study uses a more traditional class 19 
cost of service methodology, which reasonably reflects cost causation 20 
associated with the need for generation resources.  While the LOLP 21 
CCOSS requires projected class load data for 8,760 coincident peak loads 22 
for each rate class, the 6 CP study only requires 6 coincident peak loads.   23 

 24 

 The approved revenue increases for LG&E and KU should be allocated to 25 
rate classes in a manner that first eliminates the subsidies currently being 26 
paid by energy intensive industrial manufacturers on rates TODP, RTS 27 
and FLS.  Setting rates based on the “nature” and “purpose” for which 28 
utility service is used is explicitly authorized by KRS 278.030(3). 29 
Eliminating industrial subsidies is especially important given the 30 
increasing environmental and CO2 cost pressure on Kentucky’s coal 31 
generation fleet. The remaining revenue increase should then be allocated 32 
to each rate class on a uniform percentage basis.  Based on the results of 33 
the 6 CP studies, LG&E’s rates TODP, RTS and KU rate FLS are paying 34 
current subsidies.   35 

 36 

 The Companies’ proposed rate design for rates TODP and RTS should be 37 
revised.  The actual variable production cost for each of the Companies is 38 
much lower than even the current energy charges, let alone the proposed 39 
energy charges for these rates that reflect increases in the range of 17% to 40 
22%.  KIUC recommends that the energy charges for rates TODP and RTS 41 



 Stephen J. Baron 
 Page 8    
 
 

 
 
 
 J. Kennedy and Associates, Inc.     

 

 
 

 

be maintained at their current levels, with all of the revenue increase 1 
applied to the demand charges of these rates. 2 

 3 

 The Commission should implement an economic development rate for coal 4 
mining customers.  KIUC is proposing a Coal Mining Economic 5 
Development Rate that would provide a discount for incremental energy 6 
usage above a baseline set at the average usage of a prior period.  The 7 
specific discount would be subject to negotiation between the customer and 8 
the Company and be subject to approval by the Commission upon 9 
submission of the contract. 10 

 11 

II. NET METERING ISSUES 12 

Q. Have you reviewed the Company’s proposed NMS-2 net metering tariff 13 

and Mr. Steven Seelye’s testimony on this issue? 14 

A. Yes.  As discussed by Mr. Seelye, the Company is proposing to significantly change 15 

the rate at which it purchases excess generation from self-generating customers.  16 

Under the current tariff, NMS-1, the Company pays residential customers who have 17 

excess generation from rooftop solar installations the average residential energy rate, 18 

which is in the range of 10 cents per kWh.  As a result of the changes implemented by 19 

Senate Bill 100 (“SB 100”), the Companies are proposing to change this excess 20 

generation purchase rate for exported energy to an avoided cost rate, rather than the 21 

current embedded cost energy rate.  My review has focused on the reasonableness of 22 

the Companies’ proposed excess generation rate using a measure of avoided cost.  As 23 

explained by Mr. Seelye, the new NMS-2 tariff would only apply to new net metering 24 

customers who connect to the system after new rates become effective in this case.  25 
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All existing net metering customers would continue under the current NMS-1 tariff 1 

for 25 years under a grandfathering provision.   2 

 3 

Q. Does the AG-KIUC have a position on the Companies’ proposal? 4 

A. Yes.  The AG-KIUC generally agrees with the Companies’ proposal to modify the 5 

rate that net metering customers are paid for their excess energy that is exported to the 6 

grid.  The current price paid for such exported energy is not consistent with the value 7 

of this energy or avoided cost and therefore represents a subsidy that is paid by non-8 

participating customers to solar net metering customers.1 9 

 10 

Q. Would you explain why you believe that the current payment rate for exported, 11 

excess rooftop solar energy produces a subsidy in the form of a transfer from 12 

non-participating customers to solar customers? 13 

A. The current payment rate for excess energy based on the standard residential tariff rate 14 

reflects the embedded cost of providing full service to residential customers, as 15 

determined by the standard tariff residential energy charge.  This energy charge 16 

actually reflects the cost for generation capacity, transmission capacity, distribution 17 

capacity and related fixed costs general plant, such as KU or LG&E office buildings.  18 

 
1 For the purposes of my testimony, I refer to residential net metering customers.  Rider NMS-2 applies to 
any customer generator up to a maximum of 45 kW and is not restricted to just residential customers.  
However, based on the response to KSIA Q-14, Set 1 (LG&E and KU), the vast majority of net metering 
customers are residential customers. 
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Exported solar energy clearly does not avoid all such costs, but that is what is assumed 1 

in the current payment rate to solar customers for their excess energy.  Excess 2 

generation payments based on the full residential energy charge creates a subsidy that 3 

must be paid for by non-net metering customers. 4 

 5 

Q. How does the Companies’ proposed NMS-2 tariff impact these subsidies? 6 

A. By changing the current full tariff energy rate that is paid to net metering customers 7 

for excess generation exported to the grid to a rate that reflects avoided energy cost, 8 

the Companies are attempting to reduce the current subsidies that are being paid by 9 

non-net metering customers to those that have installed rooftop solar generation. 10 

 11 

Q. You indicated in your previous answer that the Companies’ proposal would 12 

reduce the current subsidies.  Why won’t the proposal eliminate these subsidies? 13 

A. The total current subsidies paid to net metering customers consists of two components.  14 

The first, which is being addressed for net metering customers interconnecting after 15 

the effective date of new rates in this case, will effectively eliminate the subsidy 16 

currently being paid for excess generation that is exported to the grid.  However, net 17 

metering customers also receive a subsidy for their own usage that is offset by their 18 

self-generation.  A residential net metering customer’s total self-generation is first 19 

used to offset the customer’s own household usage.  The implicit price that is paid for 20 

this portion of a customer’s generation is the full residential tariff energy charge.  This 21 
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means that the customer is able to fully avoid the generation capacity costs, 1 

transmission capacity costs and distribution capacity costs that are likely still being 2 

incurred to serve the net metering customer.  Since net metering customers will 3 

continue to be able to fully offset their own household usage with self-generated 4 

energy under the NMS-2 tariff, this portion of the current subsidy being paid to net 5 

metering customers will continue even for customers interconnecting after the 6 

effective date of new rates in the case. 7 

 8 

Q. What would a non-subsidized rooftop solar rate look like? 9 

A. Ideally, a solar customer should have a 100% buy/sell rate.  Under such an 10 

arrangement, the customer would pay the full residential tariff rate for 100% of the 11 

customer’s gross energy usage and receive an avoided cost payment for 100% of the 12 

customer’s solar generation.  As I discussed above, even under the Companies’ 13 

revised net metering tariff, the customer will implicitly continue to receive the 14 

residential tariff rate as payment for solar generation that is available to offset the 15 

customer’s own household usage each month (i.e., the portion of a customer’s total 16 

solar generation that is netted against a customer’s usage). 17 

 18 

Q. Mr. Seelye discusses the use of a 3 or 4-part residential rate as a means to reduce 19 

the subsidies being paid to net metering customers for the portion of their 20 
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generation that is used to offset their own household usage.  Do you agree with 1 

him? 2 

A. Yes.  If net metering customers were required to take residential service under a tariff 3 

that included both an energy charge and a demand charge, and the energy and demand 4 

charges were cost-based, I would expect that the current subsidies paid to net metering 5 

customers would be substantially corrected.  In this case, the self-generated energy 6 

from a customer’s rooftop solar facility would be implicitly paid the energy charge of 7 

the residential tariff, not the demand charges that recover fixed costs that are not 8 

avoided by self-generation using an intermittent solar resource.  However, to the 9 

extent that the tariff energy rate reflects an average energy cost that is less than 10 

incremental energy costs (avoided energy cost), a net metering customer would 11 

actually be better off under a 100% buy-sell arrangement. 12 

 13 

Q. Have you reviewed the Companies’ proposal to use the avoided energy costs 14 

from Rider SQF as the payment rate for excess energy exported to the grid? 15 

A. Yes.  Based on my review of Rider SQF and the Companies’ response to AG-KIUC 16 

1-172, the Companies’ proposed use of the non-time of day avoided energy rate from 17 

Rider SQF appears to be a reasonable basis to establish to the excess energy rate 18 

proposed for Rider NMS-2. The Companies use an avoided energy cost methodology 19 

using a production cost approach that measures the marginal cost of energy on the 20 

system. 21 
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 1 

III. CLASS COST OF SERVICE AND REVENUE APPORTIONMENT 2 

 3 

Q. Have you reviewed the Companies’ proposed class cost of service studies filed in 4 

this case? 5 

A. Yes.  The Companies have filed three class cost of service studies in this case; a loss 6 

of load probability cost study (“LOLP”), a traditional 12 coincident peak (“12 CP”) 7 

study and a traditional 6 coincident peak (“6 CP”) study.  Though the Companies’ 8 

class cost of service witness, Steven Seelye recommends adoption of the LOLP study, 9 

he also states that the 6 CP CCOSS recognizes the important factors impacting the 10 

need for generation resources.  Specifically, at page 108 of his testimony, he states as 11 

follows: 12 

Q. Do you have a preference between the two alternative 13 
methodologies? 14 

A.  Yes. The 6 CP methodology more accurately reflects the 15 
Companies’ generation planning than the 12 CP methodology. The 16 
Companies’ system is summer peaking but the Companies also have 17 
a large winter peak. Therefore, the Companies give considerable 18 
attention to the winter peak demands, particularly in selecting the 19 
type of generation resources needed to meet both the summer and 20 
[winter] peak demands. But very little consideration is given to the 21 
system peak demands during the spring and fall months.  Because 22 
the 12 CP methodology includes monthly demands for shoulder 23 
months such as March, April, May, October, and November, the 24 
methodology gives too much weight to demands for months that 25 
play little or no role in planning. By including demands for four 26 
summer months and two winter months, the 6 CP gives an 27 
appropriate weighting to the allocation of production costs for a 28 
summer peaking utility with a winter peak that is nearly as high as 29 
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the summer peak. For these reasons, I favor the 6 CP over the 12 CP 1 
methodology. 2 

 3 

Q. How does the LOLP methodology differ from a traditional 12 CP or 6 CP 4 

method? 5 

A. First, all three methods allocate transmission and distribution costs in the same 6 

manner.  The difference in the three studies is only in the allocation of production 7 

demand costs.  The LOLP study allocates these fixed production demand costs, 8 

primarily associated with owned generation resources and purchased power demand 9 

costs, first to each hour of the year on the basis of loss of load probability and then 10 

allocates each hour’s cost to rate classes based on the class contribution to the total 11 

system demand in the hour.  This requires 8,760 separate demand allocation factors – 12 

one for each hour of the year.  The 12 CP study allocates the same fixed production 13 

demand costs on the basis of each rate classes’ monthly demand coincident with the 14 

system peak, while the 6 CP study allocates these costs on rate class coincident 15 

demand during the 4 summer months and 2 winter months.  Since there are 16 rate 16 

classes on the KU system and 15 rate classes on the LG&E system, the LOLP cost 17 

study requires the Companies’ to develop more than 130,000 individual kW demands 18 

on a projected test year basis ending June 2022.  For most of the Companies’ rate 19 

classes, the individual class load data is based on load research samples.  In contrast, 20 

the 12 CP study requires 180 individual demands and the 6 CP study requires 90.2  21 

 
2 This is based on LG&E’s 15 rate class CCOSS. 
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Putting aside issues associated with cost causation that differentiate the three methods, 1 

the enormous data intensity associated with the LOLP method creates significant 2 

uncertainty regarding the quality of the cost of service results, especially in light of 3 

the requirements in this case to develop projections more than 18 months in advance. 4 

 5 

Q. Have the Companies previously utilized an LOLP CCOSS? 6 

A. Yes.  In two prior base rate cases, Mr. Seelye developed an LOLP study and 7 

recommended that the Commission adopt it, in lieu of the Base Intermediate and Peak 8 

(“BIP”) methodology that had been used by the Companies for more than 30 years.3  9 

 In the initial case in which the LOLP cost study was presented (Case Nos. 2016-0370, 10 

371), I discovered significant problems with the projected load data that was required 11 

to develop the needed thousands of rate class demands.   12 

 13 

Q. Has Mr. Seelye presented or sponsored the use of an LOLP class cost of service 14 

study in cases involving other utilities besides LG&E and KU? 15 

A. No.  According to the response to AG-KIUC Q-184, Set 1, Mr. Seelye have only 16 

addressed the LOLP methodology in testimony in prior LG&E and KU cases in the 17 

past 10 years.  Baron Exhibit__(SJB-2) contains a copy of this response. 18 

 19 

 
3 Specifically, LG&E introduced the BIP CCOSS study in a 1981 proceeding.  KU adopted the BIP 
methodology after it merged with LG&E in 1998. 
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Q.  Has the LOLP methodology been adopted or used by other utilities or adopted 1 

by other regulatory jurisdictions? 2 

A. Based on the response to Staff 2-137, Mr. Seelye is not aware that any other utility or 3 

regulatory jurisdiction has used the LOLP methodology to allocate costs in the class 4 

cost of service study.  It appears that the only electric utilities in the country that use 5 

the LOLP methodology are LG&E and KU. 6 

 7 

Q. In prior LG&E and KU testimony, you discussed significant concerns with the 8 

use of an LOLP CCOSS methodology.  Do you continue to have concerns with 9 

this methodology for use by LG&E and KU? 10 

A. Yes.   While I do not dispute the Companies’ statement that they rely on an LOLP 11 

approach to develop their required target level of planning reserves, this does not mean 12 

that using relative LOLP is the best approach to allocate fixed, production demand 13 

costs among rate classes.  Moreover, the analysis employed by Mr. Seelye to estimate 14 

test year LOLP by hour is not the approach used by the Companies’ to actually 15 

develop their target planning reserve margin.  Specifically, based on the response to 16 

AG-KIUC Q-182, Set 1, the LOLP analysis used in the CCOSS did not include any 17 

assumed emergency tie-line support from neighboring utilities (see Baron Exhibit 18 

SJB-3 for a copy of this data response).  This treatment of the LG&E-KU system as 19 

an “island” is not realistic and is likely to have resulted in biased hourly LOLP results 20 

for the test year.  In particular, as reported in the Companies’ 2018 Reserve Margin 21 
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Study, the LOLP analysis used for actual resource planning does include the 1 

availability of support from neighboring utilities.  On page 9 of the report, the 2 

Companies’ state as follows: 3 

    4 
4.2 Neighboring Regions 5 

The vast majority of the Companies’ off-system purchase transactions are 6 
made with counterparties in MISO, PJM, or TVA. SERVM models load 7 
and the availability of excess capacity from the portions of the MISO, PJM, 8 
and TVA control areas that are adjacent to the Companies’ service 9 
territory.8 These portions of MISO, PJM, and TVA are referred to as 10 
“neighboring regions.”  The following neighboring regions are modeled: 11 

• MISO-Indiana – includes service territories for all utilities in 12 
Indiana as well as Big Rivers Electric Corporation in Kentucky. 13 
• PJM-West – refers to the portion of the PJM-West market region 14 
including American Electric Power (“AEP”), Dayton Power & 15 
Light, Duke Ohio/Kentucky, and East Kentucky Power Cooperative 16 
service territories. 17 
• TVA – TVA service territory. 18 

Moving forward, uncertainty exists regarding the Companies’ ability to rely 19 
on neighboring regions’ markets to serve load. Approximately 20 GW of 20 
capacity was retired over the past five years in PJM and an additional 3 GW 21 
of retirements have been announced for the next five years. For the purpose 22 
of developing a target reserve margin range for long-term resource 23 
planning, reserve margins in neighboring regions are assumed to be at their 24 
target levels of 17.1% (MISO), 15.8% (PJM), and 15% (TVA). 25 

 26 

Q. Would you expect that this failure to reflect the availability of neighboring utility 27 

emergency assistance would have an impact on the LOLP results used by Mr. 28 

Seelye in his analysis? 29 

A. Yes.  The Companies’ CCOSS LOLP analysis shows positive LOLP values for each 30 

month during the test year, even low load months such as April or October.  Properly 31 

including neighboring utility emergency support, as the Companies’ have done in their 32 
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actual planning studies could very likely change these results by reducing, or even 1 

eliminating LOLP values when support from neighboring utilities is available.  This 2 

would change the allocation of cost to rate classes in the LOLP cost of service study. 3 

 4 

 Q. What are some of your additional concerns with the LOLP class cost of service 5 

methodology? 6 

A. The LOLP methodology, as used by the Companies in this case, allocates fixed, 7 

production demand related costs to rate classes based on each rate class’s contribution 8 

to 8,760 hourly peaks of the Companies (these peaks are the coincident peaks of the 9 

combined loads of LG&E and KU), weighted each hour by the loss of load probability 10 

calculated by the Companies for the hour.  LOLP is the probability that the 11 

Companies’ generation resources will not be sufficient, after forced outages, to meet 12 

the load in the hour.  It is essentially the probability that the Companies will be 13 

required to rely on its tie line capacity with other utility systems in order to meet load.  14 

LOLP weighted loads of each class are summed over all 8,760 hours to produce an 15 

allocation factor that is used in the cost of service study.  The hourly LOLP values are 16 

calculated in a production cost analysis that evaluates the system load in the hour, the 17 

generating capacity and firm purchases available to meet the load, and the expected 18 

availability of these resources to operate in the hour. 19 

 20 
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Q. How do the Companies determine the hourly loads of each rate class (15 LG&E 1 

cost of service rate classes and 16 KU rate classes) for the 8,760 hours during the 2 

projected test year ending June 30, 2022? 3 

A. The Companies have a relatively complex set of excel spreadsheets to essentially 4 

allocate the combined LG&E and KU system hourly load forecast to rate classes.  To 5 

the extent that actual hourly load data for an historic period exists (for example, RTS 6 

customers that have hourly load metering) this information is used.  For most rate 7 

classes, sample load research data is used.  However, this means that the hourly load 8 

shapes for 8,760 hours, for each rate class is based on an adjustment of historic actual 9 

and sample data to a projected period using a variety of adjustment protocols.   10 

 11 

Q. Have you reviewed the test year rate class hourly load data for the projected test 12 

year in this case? 13 

A. Yes.  While I have not discovered any methodological errors, the entire process of 14 

projecting hourly loads for 8,760 hours for each of the 31 LG&E/KU rate classes for 15 

a period that does not even begin until July 2021 is inherently inaccurate.  When all 16 

of the process steps, such as the system load forecast of demand and energy, the 17 

translation of this forecast into hourly system loads and then the development of 18 

compatible rate class hourly loads are considered, the underlying results cannot be 19 

afforded a high degree of reliability.  Because the LOLP method needs rate class loads 20 

for each of 8,760 hours, the reliability of the LOLP method must be lower than a more 21 
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traditional cost of service method, such as the 6 CP methodology, that only requires 1 

rate class loads at the single hour of 6 monthly system peaks. 2 

 3 

Q. Are these hourly loads the primary factor in determining the dollar amount of 4 

costs that are assigned to each rate class? 5 

A. Yes.  The test year hourly loads (8,760) are the basis for all of the demand allocation 6 

factors used to allocate costs in LOLP cost studies – these allocation factors thus 7 

determine the results of the cost allocation study. 8 

 9 

Q. Should the Commission use the 6 CP cost of service studies in this case? 10 

A. Yes.  I do not believe that the LOLP cost studies are a reasonable basis to evaluate the 11 

cost to serve each of the Companies’ rate classes.  The alternative 6 CP studies 12 

developed by Mr. Seelye are a more reasonable approach to measuring cost of service 13 

and should be used in this case.   14 

 15 

 Q. Would you discuss the alternative 6 CP class cost of service studies that you are 16 

recommending? 17 

A. Yes.  These studies, which were prepared by the Companies in this case and supported 18 

as an alternative to the LOLP studies rely on the 6 CP method, which is a widely 19 

recognized cost of service approach used by many electric utilities, including AEP 20 

affiliates Appalachian Power Company in its Virginia jurisdiction, Indiana and 21 
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Michigan Power Company and East Kentucky Cooperative.  As discussed by Mr. 1 

Seelye, the 6 CP cost of service study recognizes the importance of the summer and 2 

winter peaks in the Companies’ resource planning process. 3 

 4 

Q. Does the 6 CP methodology reflect resource planning attributes in a manner 5 

similar to the LOLP study proposed by the Companies? 6 

A. Yes, I believe that it does.  Though the two methodologies are significantly different 7 

from a computational standpoint, the LOLP values developed by Mr. Seelye actually 8 

support the use of a 6 CP methodology.  Figure 1 below shows a chart of the test year 9 

hourly LOLP values accumulated by month. 10 

  11 



 Stephen J. Baron 
 Page 22    
 
 

 
 
 
 J. Kennedy and Associates, Inc.     

 

 
 

 

 As can be seen in the chart, almost all of the LOLP values occur during the summer 1 

months, with a small amount in January.4  These are the identical months that are used 2 

in the 6 CP study (June, July, August, September, January and February). This is 3 

consistent with Mr. Seelye’s statement on page 108 of his testimony regarding the 6 4 

CP study. 5 

 6 

Q. The LOLP values during each of these months occur over a number of hours, 7 

while the monthly peak used in the 6 CP calculation is for a single hour.  How do 8 

the hourly LOLP values is each of these key peak months correlate with the 9 

monthly peak? 10 

A. Figure 2 below shows a chart of the percentage of LOLP values during the summer 11 

months and January that occurred in hours when the LG&E-KU system MW load was 12 

within 90% of the monthly peak.   13 

 
4 The monthly LOLP values for the other months are so small that they do not show up on the chart. 
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  1 

 As can be seen, almost all of the LOLP values in each of these months occurred in 2 

hours when the system MW load was 90% or more of the peak in the month.  For 3 

example, in August, the system peak is projected to be 6,111 MW.  The chart shows 4 

that over 80% of the LOLP values for August occurred in hours when the load was at 5 

least 5,500 MW (90% of 6,111).  This suggests that the monthly peak is a good proxy 6 

for LOLP during those peak months.  The difference, of course, is that only six class 7 

load values are needed for the 6 CP method, rather than the 8,760 required for the 8 

LOLP study. 9 

 10 

Q. Based on your analysis, what is your recommendation on this issue? 11 
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A. I recommend that the Commission adopt the 6 CP class cost of service studies for each 1 

Company in this case.  Baron Exhibit__(SJB-4) and (SJB-5) contain summaries of the 2 

LG&E and KU 6 CP class cost of service studies developed by the Companies.5 3 

 4 

Q. In prior testimony (2018 and 2016 LG&E/KU rate cases), you discussed a 5 

provision in Rate FLS that permits the Companies to interrupt the customer on 6 

5 minutes notice.  Has this interruptible provision been factored into the 7 

Companies’ cost of service studies? 8 

A. No.  This provision permits the Company to interrupt 95% of a customer’s FLS load 9 

upon 5 minutes notice for a period of not more than 10 minutes.  This interruptible 10 

provision of Rate FLS is not connected with the Company’s CRS 1 and CRS 2 11 

interruptible riders, which are completely separate. 12 

  13 

There is only a single customer on KU’s Rate FLS [North American Stainless 14 

(“NAS”)], and no customers on LG&E’s Rate FLS.  In response to AG-KIUC 1-185, 15 

KU reports that NAS was interrupted 92 times under this 5-minute notice provision 16 

during the period January 1, 2018 through January 11, 2021.  All else being equal, to 17 

the extent that there is an interruptible benefit that is not accounted for in the cost 18 

allocation study, the resulting rate of return shown for Rate FLS would be 19 

 
5 The 6 CP cost of service studies were provided in response to PSC 1-56_LG&E and PSC 1-56_KU. 
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understated.  KU has not factored in any recognition of this interruptible provision 1 

in its cost of service analysis. 2 

 3 

Q. Have you made any adjustments in KU’s 6 CP cost of service study to reflect 4 

this FLS interruptible provision? 5 

A. No.  Notwithstanding this, I believe that there is an unaccounted-for impact on the 6 

reported Rate FLS rate of return.  This impact has the effect of understating the 7 

reported rate of return. 8 

 9 

Q. What are the results of the Companies’ 6 CP cost of service study? 10 

A. Tables 1 and 2 summarize the rates of return and relative rates of return at present 11 

rates, as well as the current dollar subsidies.  LG&E rates schedules TODP and RTS 12 

are currently paying $7.5 million and $2.8 million in subsidies, while KU rate 13 

schedule FLS is paying $771,000 in current subsidies based on the 6 CP cost of service 14 

study analysis. 15 



 Stephen J. Baron 
 Page 26    
 
 

 
 
 
 J. Kennedy and Associates, Inc.     

 

 
 

 

 1 

Table 1

LG&E 6 CP Class Cost of Service Study Results ‐ Current Rates

Net Rate Rate of Relative Rate Dollar

Income Base Return of Return Subsidy

Rate RS  $      23,229,185  1,752,082,376$   1.33% 0.31               70,769,115  

GS 39,024,878$       403,499,096$      9.67% 2.23               (28,754,115) 

PS‐Primary 2,890,450$         22,814,897$        12.67% 2.92               (2,540,755)   

PS‐Secondary  $      34,823,112  390,103,570$      8.93% 2.05               (23,911,500) 

TOD‐Primary 20,184,251$       335,333,050$      6.02% 1.39               (7,510,820)   

TOD‐Secondary 13,160,087$       296,073,020$      4.44% 1.02               (395,761)      

RTS ‐ Transmission  $        8,371,967  145,226,623$      5.76% 1.33               (2,758,517)   

Special Contract  $           323,914  9,833,114$          3.29% 0.76               138,240        

Rate RLS, LS 8,133,781$         101,461,370$      8.02% 1.85               (4,983,873)   

Rate LE  $             50,943  518,975$             9.82% 2.26               (37,986)         

Rate TLE  $             86,668  623,445$             13.90% 3.20               (79,708)         

Rate OSL  $             11,873  12,819$                92.63% 21.32             (15,140)         

Rate EV  $           (32,569) 120,162$             ‐27.10% (6.24)              50,557          

Rate SSP 83,240$              2,314,622$          3.60% 0.83               23,184          

Rate BS (2,655)$               60,677$                ‐4.38% (1.01)              7,079            

Total  $   150,339,128  3,460,077,816$   4.34% 1.00               ‐                
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 1 

 2 

 3 

Q. How are the Companies’ proposing to allocate the overall revenue increases to 4 

rate classes? 5 

A. The Companies propose to allocate their requested revenue increases ($131 million 6 

for LG&E, $170 million for KU) on a uniform percentage basis to each rate class.  7 

Each rate class would receive roughly the same percentage increase (11.8% for 8 

LG&E, 10.7% for KU), irrespective of the cost of service results or subsidies paid or 9 

received. 10 

Table 2

KU 6 CP Class Cost of Service Study Results ‐ Current Rates

Net Rate Rate of Relative Rate Dollar

Income Base Return of Return Subsidy

Rate RS 54,436,171$       2,541,156,016$   2.14% 0.45               90,751,630  

GS 67,978,784$       606,159,339$      11.21% 2.33               (51,991,611) 

AES 1,611,279$         43,810,334$        3.68% 0.76               663,700        

PS‐Secondary 45,905,293$       456,957,207$      10.05% 2.09               (32,042,421) 

PS‐Primary 3,650,943$         19,222,337$        18.99% 3.95               (3,650,912)   

TOD‐Secondary 19,066,478$       407,664,153$      4.68% 0.97               721,663        

TOD‐Primary 29,666,081$       695,585,317$      4.26% 0.89               5,069,713     

RTS ‐ Transmission 9,825,275$         211,483,493$      4.65% 0.97               462,514        

FLS 4,835,172$         89,504,084$        5.40% 1.12               (710,679)      

Rate RLS, LS 12,844,680$       121,837,130$      10.54% 2.19               (9,353,618)   

Rate LE 71,018$              707,794$             10.03% 2.09               (49,516)         

Rate TLE 78,676$              597,062$             13.18% 2.74               (66,901)         

Rate OSL 52,942$              174,838$             30.28% 6.30               (59,632)         

Rate EV (28,432)$             105,015$             ‐27.07% (5.63)              44,834          

Rate SSP (33,799)$             2,576,969$          ‐1.31% (0.27)              211,209        

Rate BS 13,970$              290,934$             4.80% 1.00               28                  

Total 249,974,531$     5,197,832,023$   4.81% 1.00               0                    
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 1 

Q. Would it be appropriate to modify the Companies’ revenue apportionment 2 

methodology to address subsidies? 3 

A. Yes.  However, it should be limited to large industrial rate schedules (TODP, RTS and 4 

FLS) that are above cost of service.  As I showed in Tables 1 and 2, based on the 6 CP 5 

cost of service studies, the only large industrial rate schedules that are currently paying 6 

subsidies are Rate TODP and RTS on the LG&E system and Rate FLS on the KU 7 

system.  For these industrial rate classes, whose customers must compete regionally, 8 

nationally and internationally, eliminating the current subsidies they pay in electric 9 

power rates would encourage continued operation and expansion of production 10 

facilities and help to maintain and grow jobs in Kentucky.  While it is true that 11 

commercial customers on other general service rate schedules are also paying 12 

subsidies, these customers generally compete locally with other customers on the 13 

LG&E and KU system taking service on the same rate schedules. For these 14 

commercial customers, electric cost is competitively neutral. 15 

 16 

Q. Has the Commission previously approved a similar approach that only addresses 17 

subsidies being paid by large industrial rate classes? 18 

A. Yes.  In Kentucky Power Company’s 2017 base rate case (Case No. 2017-00179), the 19 

Commission approved a settlement that included a revenue apportionment 20 

methodology that I recommended that involved a two-step process that fully 21 
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eliminated the subsidies being paid by large Industrial Rate IGS.  In that settlement, 1 

the difference between the Company’s requested revenue increase and the 2 

Commission approved revenue increase was first used to eliminate the Rate IGS 3 

subsidies.  The remaining amount was then applied to all rate classes, including Rate 4 

IGS.   5 

 6 

Q. What is your specific recommendation to address these large industrial class 7 

subsidies and allocation of the overall revenue increase to all rate classes? 8 

A. As I indicated and showed in Tables 1 and 2, there are only two LG&E and one KU 9 

industrial rate class that are paying subsidies.  The current subsidies for these three 10 

rate classes would be eliminated under my proposal.  For all other KU and LG&E rate 11 

classes, the revenue increases would be on a uniform percentage basis, after adjusting 12 

for the subsidy reductions for the three industrial rate classes.  Tables 3 and 4 show 13 

the increases that I am recommending assuming that the Companies received their full 14 

requested revenue increases, based on this limited subsidy reduction methodology. 15 
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 2 

 3 

 4 

Table 3

KIUC Proposed LG&E Revenue Increases*

Rate Class

Total Revenue 

at Current 

Rates

Subsidy 

Reduction

As‐Filed 

Revenue 

Increases

Adjustment 

to Reflect 

Subsidy 

Reduction

Adjusted 

Revenue 

Increase

Percent

Change in 

Total 

Revenue

Percent 

Difference 

Vs. LG&E 

As‐Filed

Residential Service 450,118,941      53,134,815    4,165,816     57,300,632      12.73% 0.93%

Residential Time‐of‐Day 179,334              21,176            1,660            22,836              12.73% 0.93%

General Service 161,805,775      19,105,822    1,497,913     20,603,736      12.73% 0.93%

General Time‐of‐Day Service ‐                      ‐                  ‐                ‐                       

Power Service‐Secondary 151,744,862      17,917,377    1,404,738     19,322,115      12.73% 0.93%

Power Service‐Primary 10,376,308         1,225,601      96,088          1,321,690        12.74% 0.93%

Time‐of‐Day Secondary  103,388,043      12,216,545    957,788        13,174,333      12.74% 0.93%

Time‐of‐Day Primary Service 138,482,990      (7,510,820)     16,361,581    1,282,762     10,133,524      7.32% ‐4.50%

Retail Transmission Service 65,181,428         (2,758,517)     7,690,372      602,932        5,534,787        8.49% ‐3.31%

Fluctuating Load Service ‐                      ‐                  ‐                  ‐                ‐                       

Curtailable Service Riders (2,468,360)         ‐                  ‐                    0.00% 0.00%

Lighting Energy Service 257,440              3                     3                       0.00% 0.00%

Traffic Energy Service 332,730              (14)                  (14)                    0.00% 0.00%

Outdoor Sports Lighting Sec 16,373                (1,638)            (1,638)              ‐10.01% 0.00%

Outdoor Sports Lighting Pri ‐                      ‐                  ‐                       

Electric Vehicle Charging 1,672                  ‐                  ‐                    0.00% 0.00%

Solar Capacity Charges 247,032              ‐                  ‐                    0.00% 0.00%

Lighting & Restricted Lighting  24,176,938         2,876,570      225,526        3,102,095        12.83% 0.93%

Special Contracts 3,688,214           435,109         34,113          469,222           12.72% 0.92%

Sales to Ultimate Customers 1,107,529,720   (10,269,337)   130,983,319  10,269,337  130,983,319    11.83% 0.00%

Other Operating Revenues: ‐                       

Late Payment Charges 2,706,693           ‐                  ‐                ‐                    0.00% 0.00%

Electric Service Revenue 1,545,789           84,527            ‐                84,527              5.47% 0.00%

Rent from Electric Property 3,799,537           498                 ‐                498                   0.01% 0.00%

Other Miscellaneous Revenue 13,212,657         4,932              ‐                4,932                0.04% 0.00%

Unadjusted Total 1,128,794,396   131,073,276  10,269,337  131,073,276    11.61% 0.00%

Imputed Rev for Solar and EV ‐                      175,526         175,526              

Total 1,128,794,396   (10,269,337)   131,248,802  10,269,337  131,248,802    11.63% 0.00%

* Assumes that the Company recieves its full requested revenue increase.
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 1 

Q. In the likely event that the Commission authorizes a revenue increase for each 2 

Company that is lower than the amount requested, how would your proposal 3 

work? 4 

Table 4
KIUC Proposed KU Revenue Increases*

Rate Class

Total Revenue 
at Current 

Rates
Subsidy 

Reduction

As-Filed 
Revenue 
Increases

Adjustment 
to Reflect 
Subsidy 

Reduction

Adjusted 
Revenue 
Increase

Percent
Change in 

Total 
Revenue

Percent 
Difference 

Vs. KU  
As-Filed

Residential Service 638,642,072      68,176,839    285,427        68,462,266      10.72% 0.04%

Residential Time‐of‐Day 181,872              19,427            81                  19,508              10.73% 0.04%

General Service 250,361,615      26,734,943    111,928        26,846,871      10.72% 0.04%

General Time‐of‐Day Service ‐                      ‐                  ‐                ‐                       

All Electric School Service 13,614,526         1,453,830      6,087            1,459,916        10.72% 0.04%

Power Service‐Secondary 173,816,598      18,553,034    77,674          18,630,708      10.72% 0.04%

Power Service‐Primary 9,735,576           1,039,687      4,353            1,044,040        10.72% 0.04%

Time‐of‐Day Secondary  135,932,011      14,530,948    60,835          14,591,783      10.73% 0.04%

Time‐of‐Day Primary Service 252,229,557      ‐                  26,942,083    112,795        27,054,878      10.73% 0.04%

Retail Transmission Service 82,241,312         ‐                  8,787,141      36,788          8,823,929        10.73% 0.04%

Fluctuating Load Service 32,878,230         (710,679)         3,514,118      14,712          2,818,152        8.57% ‐2.12%

Curtailable Service Riders (18,634,070)       ‐                  ‐                ‐                    0.00% 0.00%

Lighting Energy Service 335,885              18                   18                     0.01% 0.00%

Traffic Energy Service 288,026              2                     2                       0.00% 0.00%

Outdoor Sports Lighting Sec 95,851                (4,762)            (4,762)              ‐4.97% 0.00%

Outdoor Sports Lighting Pri ‐                      ‐                  ‐                    0.00% 0.00%

Electric Vehicle Charging 1,672                  ‐                  ‐                    0.00% 0.00%

Solar Capacity Charges 200,859              ‐                  ‐                    0.00% 0.00%

Lighting & Restricted Lighting  33,374,195         (129)                (129)                  0.00% 0.00%

Sales to Ultimate Customers 1,605,295,787   (710,679)         169,747,181  710,679        169,747,181    10.57% 0.00%

Other Operating Revenues: ‐                       

Late Payment Charges 3,870,525           ‐                  ‐                ‐                    0.00% 0.00%

Electric Service Revenue 2,198,183           366,528         ‐                366,528           16.67% 0.00%

Rent from Electric Property 2,725,117           990                 ‐                990                   0.04% 0.00%

Other Miscellaneous Revenue 28,332,045         5,899              ‐                5,899                0.02% 0.00%

Unadjusted Total 1,642,421,657   170,120,598  710,679        170,120,598    10.36% 0.00%

Imputed Rev for Solar and EV ‐                      353,856         353,856           0.00% 0.00%

Total 1,642,421,657   (710,679)         170,474,454  710,679        170,474,454    10.38% 0.00%

* Assumes that the Company recieves its full requested revenue increase.



 Stephen J. Baron 
 Page 32    
 
 

 
 
 
 J. Kennedy and Associates, Inc.     

 

 
 

 

A. For each Company, the subsidy elimination for the above cost industrial rates would 1 

be the same as in Step 1 of my proposal.  However, the uniform percentage increase 2 

in Step 2 would be reduced to reflect the approved overall revenue increase. 3 

 4 

Q. Why is it an appropriate regulatory policy to limit the subsidy reductions to only 5 

large industrial rate classes? 6 

A. While moving all rates towards cost of service is an appropriate regulatory policy, 7 

there are a number of reasons to focus on the subsidies paid by large industrial 8 

customers.  While cost-of-service is an important factor, it is not the only factor.  First, 9 

there can be legitimate disagreements on the appropriate methodology that should be 10 

used to allocate costs to rate classes.  Moreover, such factors as gradualism, state 11 

economic development goals, the impact on competitiveness of industry, and other 12 

policy factors should also be considered by the Commission. 13 

 14 

Q. Would you elaborate further on the non-cost of service factors that should be 15 

considered in assigning the overall increase to rate classes? 16 

A. The non-cost of service factors can be categorized into two groups: rate 17 

shock/gradualism and competitiveness issues.  Gradualism recognizes that that there 18 

are reasonable limits to how high a rate class’s rates can be increased, regardless of 19 

the results of a reasonable cost of service study.  This is especially important in areas 20 
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where there is currently significant economic hardship due to general economic 1 

conditions.   2 

 3 

Q. How should the competitiveness of the manufacturing sector be factored into the 4 

Commission’s decision? 5 

A. Electric rates are a significant factor in the competitiveness of manufacturers that must 6 

compete regionally, nationally, and internationally.  It is critically important to 7 

recognize the impact of ever-increasing electric rates on the ability of large 8 

manufacturing customers to continue to operate and to attract new, higher paying 9 

manufacturing businesses.  This is especially true given increasingly strict 10 

environmental rules on Kentucky’s predominately coal generation fleet and the 11 

mounting national and international pressure to reduce CO2 emissions.  12 

 13 

Q. Does Kentucky law support the consideration of non-cost factors like economic 14 

development when allocating utility costs among the customer classes? 15 

A. Yes, while not offering a legal opinion or interpretation, from a non-lawyer 16 

perspective, KRS 278.030(3) provides such support.   KRS 278.030(3) specifically 17 

states that utilities may take into account the “nature” and “purpose” for which utility 18 

service is used when setting rates and classifications of service.  That Section, entitled 19 

Rates, classifications and service of utilities to be just and reasonable states: 20 
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Every utility may employ in the conduct of its business suitable and 1 
reasonable classifications of its service, patrons and rates. The 2 
classifications may, in any proper case, take into account the nature of the 3 
use, the quality used, the quantity used, the time when used, the purpose for 4 
which used, and any other reasonable consideration.  (emphasis added) 5 

 6 
The Kentucky General Assembly has not specifically made cost of service a criterion 7 

in setting rates. In fact, cost of service is not mentioned in the relevant statutes. But 8 

the General Assembly has specifically authorized the consideration of non-cost factors 9 

when setting rates, establishing that the “purpose” for which a customer uses power 10 

and the “nature” of use may justify different rate treatment.  Given this language it 11 

would be appropriate for the Commission to consider economic development 12 

principles when determining a just and reasonable rate allocation in this case.   13 

 14 

Energy-intensive large manufacturing customers use a relatively large amount of 15 

power in order to convert raw materials into a finished product.  Such processes 16 

rely on electric power as an input into the manufacturing process.  Industrial 17 

customers that compete in regional, national and international markets are greatly 18 

affected by increases in the price of power.  Many industrial manufacturers located 19 

in Kentucky precisely because of historically low electric rates. But because 20 

Kentucky’s generation mix is so heavily reliant on coal, that competitive advantage 21 

could easily turn into a disadvantage as stricter environmental regulations and 22 

carbon pricing policies develop.    23 

  24 
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 In contrast, commercial customers primarily use electricity for lighting and cooling.  1 

These uses typically represent a relatively small portion of that customers’ total 2 

expenses.  Additionally, a commercial customer in Kentucky faces its primary 3 

competition from other local retailers in the same electric service territory.  An 4 

increase or decrease in power rates will not confer an advantage or disadvantage on 5 

any single competitor because they are all served by the same utility at presumably 6 

the same rate.   7 

   8 

Q. Is a consideration of the nature and purpose of electric power use, rather than 9 

pure cost-of-service, a concept that is found in the Companies’ tariffs? 10 

A. Yes.   According to the Companies’ tariffs, customers are considered “industrial” 11 

if “they are engaged in activities primarily using electricity in a process or processes 12 

involving either the extraction of raw materials from the earth or a change of raw 13 

or unfinished materials into another form or product.” Customers considered to be 14 

“energy intensive” must be served only under “Rates RTS, FLS or TODP”.     15 

  16 

 The Companies’ tariffs under Classification of Customers also makes a clear 17 

distinction between “industrial” and “commercial” customers.    The Companies’ 18 

tariffs state: 19 

 For purposes of rate application hereunder, non-residential Customers will 20 
be considered “industrial” if they are primarily engaged in a process or 21 
processes which create or change raw or unfinished materials into another 22 
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form or product, and/or in accordance with the North American Industry 1 
Classification System, Sections 21, 22, 31, 32 and 33. All other non-2 
residential Customers will be defined as “commercial.”6 3 

 4 
Consistent with KRS 278.030(3) and the Companies’ tariffs, when allocating costs 5 

and setting rates the Commission should consider the “nature” of industrial use and 6 

the “purpose for which” industrial customers use power.   7 

  8 

Q. Do manufacturing customers have a significant impact on the Kentucky 9 

economy that is different than other types of business?  10 

A.  Yes, unlike most commercial businesses in Kentucky, the addition of new 11 

industrial businesses represents an incremental economic gain to Kentucky’s 12 

economy.  In contrast, when a commercial business opens a store in Kentucky the 13 

jobs created may be offset by the jobs lost from the corresponding elimination of 14 

competing businesses.  The regional economy may not enjoy any growth at all as a 15 

result of the new commercial business because its success comes at the expense of 16 

other local commercial businesses.   17 

 18 

Q. Does State policy recognize the unique importance of the industrial 19 

manufacturing sector to the Kentucky economy? 20 

A. It is the stated policy goal of the Commonwealth to prioritize attracting manufacturers, 21 

agribusiness, regional or national headquarters, and non-retail service and technology 22 

 
6 LG&E Electric No. 12, Original Sheet No. 101.2 ;  KU No. 19, Original Sheet No. 101.2. 
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companies.  A 2012 study by the Kentucky Energy and Environment Cabinet entitled 1 

“The Vulnerability of Kentucky’s Manufacturing Economy to Increasing Electricity 2 

Prices” explained the extreme sensitivity of Kentucky manufacturers to electric 3 

rate increases and the potential impact of such increases on jobs in the 4 

Commonwealth.  Among other findings, the study concluded that:  5 

Kentucky's electricity-intensive manufacturing economy is threatened by 6 
increasing electricity prices. While the price of electricity is only one of 7 
several factors influencing industrial location decisions, Kentucky's 8 
historically low and stable electricity prices have fostered the most 9 
electricity-intensive economy in the United States. In the twenty-first 10 
century, the bulwark of the Kentucky economy is clearly manufactured 11 
goods—the Commonwealth’s single largest source of economic activity. 12 
 13 

The Kentucky Cabinet for Economic Development currently cites low electricity 14 

rates as a primary advantage for Kentucky’s economy.  The Cabinet states:  15 

Kentucky features some of the lowest industrial electricity rates in the 16 
nation, one of many factors helping companies maintain a healthy bottom 17 
line in the state. The state ranked first nationally for cost of doing business 18 
in CNBC's 2019 list of America's Top States for Business, which considers 19 
each state's tax climate, available incentives for businesses, utility costs, the 20 
cost of wages and rental costs for office and industrial space.7  21 

 22 
 These principles guide the approach taken by the Kentucky Cabinet for Economic 23 

Development in its efforts at business attraction and retention.  The state’s new and 24 

expanding business incentive programs, such as the Kentucky Business Investment 25 

(KBI) program, are specifically open only to manufacturing, agribusiness, regional 26 

 
7 https://ced.ky.gov/Newsroom/Article.aspx?x=20201002_manufacturing_excellence 
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or national headquarters, and non-retail service and technology companies, and the 1 

job retention programs are targeted towards manufacturing.  The Commonwealth’s 2 

workforce training initiatives are similarly oriented, with recipients of the largest 3 

grant program required to provide training related to manufacturing, technology 4 

(life sciences, data centers), transportation (logistics and distribution), healthcare, 5 

or related construction trades. 6 

 7 

Governor Bashear’s administration has reaffirmed the importance of fostering policies 8 

that are designed to attract and retain manufacturing in the Commonwealth.  In 9 

October of 2020, Gov. Bashear stated that we must “recognize how profound an 10 

impact manufacturing has on Kentucky’s economy, its communities and its 11 

families…Manufacturers in Kentucky employ about 260,000 people, full-time.”  12 

He noted that Kentucky’s manufacturing base far outstrips the national average, 13 

with 13% of the Commonwealth’s workforce employed in manufacturing versus 14 

8.5% nationally.8 15 

 16 

 17 

 18 

 19 

 
8 https://kentucky.gov/Pages/Activity-stream.aspx?n=GovernorBeshear&prId=399 
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IV. RATE DESIGN ISSUES 1 

 2 

Q. Have you reviewed the Companies’ proposed rate design for Rates TODP and 3 

RTS? 4 

A. Yes.  The Companies’ are proposing substantial increases in the energy charges of 5 

both rates.  Tables 5 and 6 below summarize the proposed increases in the TODP and 6 

RTS energy and demand charges in this case.  For LG&E, the TODP and RTS energy 7 

charges are being increased by about 17%, compared to an overall increase proposed 8 

for these rates of 11.80%.  For KU, the Company is proposing to increase the TODP 9 

and RTS energy charges by 22%, compared to an overall increase of 10.68% for these 10 

rates.  The Companies’ proposals substantially disrupt the current balance among high 11 

and low load factor customers on these rates.  A high load factor customer, who is 12 

energy intensive, compared to an average TODP and RTS customer, will receive a 13 

disproportionately larger rate increase as a result of the Companies’ rate design 14 

proposal.    15 
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 2 

    3 

 4 

Q. How do the Companies’ justify the very large energy charge increases for these 5 

two large industrial customer rates? 6 

Table 5

Proposed TODP Increases

LG&E Current Proposed % Change

Energy Charge 0.02744$  0.03236$  17.9%

Demand kVA Base 2.34$         3.33$         42.3%

Demand kVA Intermediate 7.15$         7.36$         2.9%

Demand kVA Peak 9.32$         9.58$         2.8%

KU

Energy Charge 0.02573 0.03128 21.6%

Demand kVA Base 2.03$         2.79$         37.4%

Demand kVA Intermediate 6.84$         6.71$         ‐1.9%

Demand kVA Peak 8.52$         8.36$         ‐1.9%

Table 6

Proposed RTS Increases

LG&E Current Proposed % Change

Energy Charge 0.02705$  0.03183$  17.7%

Demand kVA Base 0.90$         1.93$         114.4%

Demand kVA Intermediate 7.11$         7.26$         2.1%

Demand kVA Peak 9.27$         9.47$         2.2%

KU

Energy Charge 0.02513$  0.03066$  22.0%

Demand kVA Base 1.23000$  2.16000$  75.6%

Demand kVA Intermediate 6.74000$  6.46000$  ‐4.2%

Demand kVA Peak 8.39000$  8.04000$  ‐4.2%
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A. In responses to AG-KIUC 1-191, the Companies state that the proposed energy rates 1 

are based on the unit cost of service analyses developed by the Companies and 2 

provided in response to AG-KIUC 1-188.  The Companies also justify their position 3 

by explaining that these large percentage increases proposed for TODP and RTS are 4 

due to the fact that the current TODP and RTS energy charges were set based on a 5 

settlement in Case Nos. 2018-00294, 00295. 6 

 7 

Q. Is the Companies’ justification reasonable? 8 

A. No.  First, the fact that there was a Commission approved settlement in the prior case 9 

that established the current TODP and RTS energy charges does not justify 10 

disregarding gradualism and a purported move to 100% cost of service in this case.  11 

Second, and more importantly, the Companies’ unit cost of service studies assign a 12 

substantial amount of costs to the TODP and RTS energy function that do not reflect 13 

the economic cost incurred by a large customer for increases or decreases in energy 14 

usage. 15 

 16 

Q. Are you objecting to the Companies’ functional and class cost of service study 17 

results that form the basis for the TODP and RTS unit energy costs? 18 

A. No, not for class cost of service purposes.  The Companies have followed a traditional 19 

production cost classification approach in their cost of service studies (LOLP, 12 CP, 20 

6 CP) that classifies a portion of production O&M maintenance expenses as energy 21 
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related, in addition to fuel expenses and purchased power energy costs that are directly 1 

related to energy generation.  The cost studies also classify a portion of cash working 2 

capital rate base that is associated with energy related expenses (primarily fuel) as 3 

energy related.  I don’t disagree with this treatment in the class cost of service studies.  4 

However, I don’t believe that it is appropriate or economically efficient to include 5 

these maintenance costs and rate base costs in the energy charges themselves.  From 6 

an economic standpoint, customers should receive price signals in their rates that 7 

better represent the economic costs of consuming an additional kWh.  While over a 8 

longer term period it could be argued that additional energy usage will lead to a higher 9 

level of maintenance and cash working capital, large industrial customers on Rates 10 

TODP and RTS should make consumption decisions based on a price signal that 11 

reflects the incremental costs that will be incurred to serve that additional energy 12 

usage.     13 

 14 

Q. Have the Companies indicated what their costs are to produce an additional 15 

kWh? 16 

A. Yes.  In response to AG-KIUC 1-61 [attached as Exhibit__(SJB-6)], the Companies 17 

state that their production costs for 2021 to 2022 are in the range of $20.14 to $23.79 18 

per MWh.  This is significantly lower than the TODP and RTS energy charges 19 

proposed by the Companies ($30.66 to $ 32.36 per MWh).  This is further confirmed 20 

by Mr. Seelye in KU’s response to PSC 2-108 (“KU could generate or procure the 21 
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energy at a cost of only 0.02173 per kWh”) and LG&E’ response to PSC 2-122 1 

(“LG&E could generate or procure the energy at a cost of only $0.02173 per kWh”). 2 

 3 

Q. Have you performed an analysis of the Companies’ unit cost of service studies to 4 

determine the unit energy cost for Rates TODP and RTS based on only fuel and 5 

purchased power energy costs? 6 

A. Yes.  Tables 7 and 8 below show these results for each Company.   7 

  8 

 9 

Table 7
LG&E - Adjusted Unit Energy Cost

(Excludes Energy-Related Non-Fuel O&M, Rate Base)

TODP RTS
Total Energy O&M 64,474,145        33,448,093      
Less Energy-Related Non-Fuel O&M (17,212,250)       (8,903,434)       
Less Energy-Related Rate Base Revenue Req. (1,609,515)         (928,828)          
Adjusted Energy Related Cost of Service 45,652,380        23,615,831      
Billing Units 1,992,826,476    1,050,890,542  

Adjusted Unit Energy Cost 0.022908 0.022472
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  1 

 2 

Q. Are you recommending that the TODP and RTS energy charges be set at the 3 

levels shown in Tables 7 and 8? 4 

A. No.  My recommendation is to maintain the current TODP and RTS energy charges 5 

at their current levels (“0%” increase in this case).  The proposed TODP and RTS 6 

demand charges should be increased to account for the revenue loss from the energy 7 

charges.   8 

 9 

Q. Would your TODP and RTS rate design proposal have any impact on any other 10 

LG&E or KU rate class? 11 

A. No.  This rate design change would only affect Rates TODP and RTS.  It would not 12 

impact any other rate class. 13 

 14 

Q. Do you have any further rate related recommendations in this case? 15 

Table 8
KU - Adjusted Unit Energy Cost

(Excludes Energy-Related Non-Fuel O&M, Rate Base)

TODP RTS
Total Energy O&M 123,665,626      43,065,887      
Less Energy-Related Non-Fuel O&M (21,969,348)       (7,646,129)       
Less Energy-Related Rate Base Revenue Req. (1,258,861)         (463,696)          
Adjusted Energy Related Cost of Service 100,437,416      34,956,062      
Billing Units 3,951,918,371    1,404,629,847  

Adjusted Unit Energy Cost 0.0254149 0.0248863
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A. Yes.  The Companies are proposing an Economic Relief Surcredit in this case to 1 

refund to customers certain amounts related to the remaining unprotected excess 2 

ADIT balances that were created by the Tax Cut and Jobs Act, remaining fees from 3 

certain refined coal facility agreements and, for LG&E, payments from the resolution 4 

of a territorial dispute.  The Companies propose to provide this credit on a $/kWh 5 

basis for the electric portion of the credit.  Based on the proposal, it appears that 6 

customers who are receiving a discount on a portion of their bills via an economic 7 

incentive discount would also receive this credit.  Since these customers are already 8 

receiving a form of economic relief, the surcredit should not be provided to these 9 

customers.   10 

 11 
V. PROPOSED COAL MINE ECONOMIC DEVELOPMENT RATE 12 

 13 

Q. Would you please discuss KIUC’s proposal to implement an economic 14 

development rate for the Companies’ coal mining customers? 15 

A. KIUC is proposing an economic development rate specifically focused on the 16 

Companies’ coal mining customers that would provide an incentive to these 17 

customers if they can increase their energy usage above a baseline set as the average 18 

of the customer’s usage during some recent historical period.  The purpose of the 19 

rate is to encourage these customers to not only maintain current employment in 20 

Kentucky, but to potentially increase employment by increasing mine production.  21 

 22 
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As described by KIUC witness Heath Lovell, Vice President of Alliance Resource 1 

Partners, L.P. (“ARLP”), ARLP operates a number of mines in Kentucky, Indiana 2 

and Illinois (Illinois Basin Mines) as well as mines in the Appalachia region.  These 3 

mines compete against other mines in the region, and more importantly, compete 4 

against each other for production to satisfy coal delivery contracts.  Similar to the 5 

way LG&E and KU economically dispatch their generating units, ARLP dispatches 6 

its production, especially at the margin, based on the variable cost of production at 7 

each mine.  These mine costs include labor, severance taxes and electric power 8 

costs.  While the Commission cannot change labor costs or severance taxes, the 9 

Commission does directly determine the electric power costs that these mines pay.  10 

If ARLP can produce incremental production at a Kentucky mine at a lower cost 11 

than an alternative mine in Indiana, for example, the production would be assigned 12 

to Kentucky.  All else being equal, this would create employment or prevent a loss 13 

of employment in Kentucky. 14 

 15 

Q. Are there additional benefits to Kentucky if production is increased? 16 

A. Yes, as discussed more extensively in Mr. Lovell’s Direct Testimony, the 17 

Commonwealth benefits through higher coal severance taxes, a portion of which is 18 

allocated to local communities. 19 

 20 
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Q. Would you describe KIUC’s specific coal mining economic development rate 1 

proposal? 2 

A.  The proposed economic development rate would be in the form of a $/kWh credit 3 

applied to a coal mine’s incremental kWh usage above the average level for that 4 

mine during a recent historical period, perhaps the previous 2 or 3 years.  The 5 

$/kWh credit would be applied to a customer’s bill, calculated under the standard 6 

LG&E or KU tariff.  I have attached a draft proposed “Coal Mine Economic 7 

Development Rate” to my Testimony as Baron Exhibit__(SJB-7). 8 

 9 

Q. Has the Commission approved similar types of economic development 10 

incentives for coal mining customers? 11 

A. Yes.  The Commission approved a special contract tariff, “C.S.-Coal” for Kentucky 12 

Power Company that appears to have expired at the end of 2020.  While this tariff 13 

did not specify a discount, which is subject to confidentiality protection, the tariff 14 

appears to be designed as an economic incentive to increase production of an 15 

existing customer.  Kentucky Power’s C.S.-Coal rate did not contemplate a credit 16 

on incremental use as KIUC is proposing.  It more broadly allowed for the utility 17 

and a coal mining customer to agree on limited exceptions to tariff provisions such 18 

as demand charges and days of operation subject to Commission review and 19 

approval. 20 

 21 
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Q. Would the Commission have the ability to thoroughly evaluate any contract 1 

agreed to by a coal mining customer and the utility? 2 

A. Yes.  Like the Kentucky Power’s C.S.- Coal tariff, any contract agreed to pursuant 3 

to KIUC’s proposed economic Coal Mine Economic Development Rate must be 4 

filed with the Commission and is subject to Commission approval.   5 

 6 

Q. Is it the policy of the Commonwealth to promote in-state coal mining and coal 7 

generation? 8 

A. Yes, there are several Kentucky statutes and regulations that establish that it is the 9 

policy of Kentucky to support Kentucky’s coal industry. The Kentucky 10 

environmental surcharge statute (KRS 278.183) was enacted in 1992 in order to 11 

support coal generation by allowing utilities to receive expedited recovery of costs 12 

associated with environmental requirements applicable to coal combustion waste.   13 

  14 

KRS 278.020(1) provides that when considering a certificate to construct a base 15 

load generating facility, the Commission may “consider the policy of the General 16 

Assembly to foster and encourage use of Kentucky coal by electric utilities serving 17 

the Commonwealth.” 18 

 19 

More recently, the Commission adopted a modification to Kentucky’s Fuel 20 

Adjustment Clause (“FAC”) Regulation, 807 KAR 5:056, in order to ensure that 21 
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Kentucky coal is not disadvantaged in the fuel procurement process as a result of 1 

Kentucky’s coal severance taxes.9   Like KIUC’s Coal Mine Economic 2 

Development Rate proposal, the Commission’s recent revision to the FAC 3 

Regulation addresses the competitive disadvantage that Kentucky mines face 4 

relative to competitors that do not pay state coal severance taxes.  The revised FAC 5 

provides that, when determining the reasonableness of fuel costs in procurement 6 

contracts, the Commission shall evaluate the reasonableness of fuel costs in 7 

contracts and competing bids based on the costs of the fuel less any coal severance 8 

tax imposed by any jurisdiction.  This amendment puts Kentucky coal on equal 9 

footing for purposes of the least cost determination in the fuel procurement contract 10 

evaluation process with out of state coal that originates from states that do not apply 11 

coal severance taxes.   12 

 13 

 Q. Does that complete your testimony?   14 

A. Yes.   15 

 
9 807 KAR 5:056 §3-5. 
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